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OP1 NI ON

This appeal is nmade pursuant to section 18593
of the Revenue and Taxation Code fromthe action of the
Franchi se Tax Board on the protest of Colby W and
Virginia L. Johnson against a proposed assessment of
addi ti onal personal income tax in the amount of $129.95

for the year 1977
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The issue for determ nation is whether appel-
lants are entitled to their clained solar ener?y credit
for 1977 w thout reduction for the 'conparable federal
credit.

In July 1977, appellants Colby W and Virginia
L. Johnson installed a solar heated donestic hot water
systemin their home at a cost of $1,044. On their
joint tax return for that year, appellants reported an
eligibility for a solar energy credit in the anpunt of
$574, or approximately 55 percent of the cost of the
solar heating system However, they clained the credit.
only to the extent of their $391 tax liability for
1977.

Respondent exami ned the return and eventual ly
allowed the credit, butreduced it in accordance wth
section 17052.5, subdivision (j),of the 1977 Revenue
and Taxation Code. This provision limted the conbined
credit that a taxpayer could receive fromboth state and
federal governments to 55 percent of the cost of the
systern.  Respondent determ ned that appellants were
entitled to a federal credit in the anount of $313.20.
Since the limt for the conbined credit was 55 percent
of the cost, or $574.20, the state credit could not
exceed $261.00. Respondent nade additional arithmetica
adj ustnents in appellants' return, and issued a proposed
assessnment equal to the difference between the reduced
state credit and their 1977 tax liability before the

credit

" Appel | ants contend on appeal that nofederal
credit was allowed for 1977 and, therefore, there is no
reason to reduce the state credit for that year. Appel-
| ants add that they did not claima federal credit, and

,did not carry the unused excess of their 1977 state
credit forward to 1978.

Revenue and Taxation Code section 17052.5 pro-
vides, in part, for a credit not exceeding $3,000, and
representing 55 percent of the cost of a solar energy
system that a taxpayer installs on his or her prem ses
in California. (Rev. &Tax. Code, § 17052.5, subd.
(a)(2).) Under this statute, appellants are eligible
for a credit of $574.20, or 55 percent of the cost of
their solar heated water system  Respondent determ ned

that they may take this credit in 1977, the year they
installed the system
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Subdivision (j) of the statute, as it read in
1977, stated:

Subject to the dollar limtations provided
in paragraphs (2) and (3) of subdivision (a),
if a federal income tax credit is enacted for
costs incurred by a taxpayer for the purchase
and installation of solar energy systens, then
to the extent such credit is allowed for a
sol ar energy system as defined in this section,
the state credit provided by this section shal
be reduced so that the conbined effective
credit shall not exceed 55 percent of such
costs, notw thstanding the carryover provisions
of subdivision (f).

-Thus, if the installation of an eligible solar
energy systementitles a taxpayer to both a federal and
a state credit, the state credit nust be decreased so
that both credits together do not exceed 55 percent of
the taxpayer's costs.

In 1978, Congress enacted Internal Revenue
Code section 44c, which in part allows a credit for
qual ified energy saving expenditures made by the taxpayer
on or after April 20, 1977, in the taxpayer's principa
resi dence. (Int. Rev. Code of 1954, § 44C(a).) For
energy systens such as appellants', the credit anounted
to 30 percent of expenditures up to $2,000 and 20 percent
of expenditures between $2,000 and $10,000. (Fornmner
Int. Rev. Code of 1954, § 44C(b)(2).) It appears that
appel l ants, who installed a $1,044 sol ar energy system
in July 1977, are eligible for a $313.20 federal credit,
whi ch represents 30 percent of the cost of the system
That being so, then their original state credit of
$574. 20 must be reduced (under former section 17052.5,
subdivision (j)) by the anount of the federal credit,
geaving them with a maxi mum possible state credit of
261. 00.

Appel  ants correctly point out that the federal
statute does not allow a credit against 1977 tax liabil-
ity. It allows a credit for qualified expenditures nmade
after April 19, 1977,butrequires that the credit be
applied only to tax years begi nning on or after January
1, 1978. (Former Int. Rev. Code of 1954, § 44c(d)(4),
now § 44c(d)(5); Treas. Reg. § 1.44c-3(b).) Appellants
argue that, since no federal credit was all owed agai nst
1977 tax IiabiIitg, their original 1977 state credit of
$574.20 need not be reduced.
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W believe that appellants have m sconstrued
former subdivision (j) of section 17052.5.  Subdi vision
{j) mandated a reduction in the state credit permtted
under (a) (2 "if a federal income tax credit . .. 1S

al l owed for a solar energy systemas defined in this
section . . ." The reduction in the state credit does

not depend upon whether the federal credit is allowed
for the same year that the taxpayer took the state
credit. Rather, it depends upon whether the federzl
credit is permtted for the same energy system for which

the taxpayer took the state credit.

Since appellants are entitled to claima fed-
eral energy credit in 1978 for their hot water system
they nmust reduce their 1977 state solar energy credit so

that the two credits conbined do not exceed 55 percent
of the system's cost. (See Appeal of Thomas S. and

Sarah L. Wallace, Cal. St. Bd. of Equal., June 2.3,
198T.) V&€ nuStT therefore sustain respondent's action

inthis matter.

-69-



Appeal of Colby W and virginia |.. Johnson

ORDER

Pursuant to the views expressed in the opinion

of the board on file in this proceeding, and good cause
appearing therefor,

| T I S HEREBY ORDERED, ADJUDGED AND DECREED
pursuant to section 18595 of the Revenue and Taxati on
Code, that the action of the Franchise Tax Board on the
protest of Colby W and Virginia L. Johnson against a
proposed assessnent of additional personal i'ncone tax in

the anmount of $129.95 for the year 1977, be and the same
| S hereby sustained. .

Done at Sacranento, California, this 31st day
of March , 1982, by the State Board of Equalization
with Board Menbers M. Reilly, M. Dronenburg, and Mr. Nevins

present .
e ___» Chairman
' George R Reilly . Menber
_Ernest J. Dronenburg, Jr.____ s Menber
_Richard_Nevins ) . , Me' mber
, ‘Member

——— L e A o e sl - e -
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